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SPECIAL STUDY MISSION TO EUROPE 
FOREWORD 


In the space of 12 years U.S. assistance to the nations of Europe 
has successfully met many divergent challenges of international 
communism. The postwar military threat to Greece and Turkey was 
met by the Truman doctrine. The first bold economic approach was 
the Marshall plan, which has accomplished its original objective. 
Point 4, now called technical assistance, was initiated. NATO and 
the mutual defense assistance program were added as military deter- 
rents. All of these programs were brought together in the mutual 
- security pro . Containment, liberation, and coexistence were an- 
nounced and eventually found wanting. Has the free world now the 
‘ will and determination to meet the new threat, or is capitulation at 

hand? That is the question. 

This new threat has been launched as a result of new scientific 
achievements and increasing Communist economic offensives. 

New policies, new emphases, new thoughts, and new responses are 
needed to meet the present danger. We are not engaged in a physical 
conflict. Neither are we ina state of peace. Only firm and successful 
leadership, by the Executive, greater cooperation between the Execu- 
tive and the Congress, and deeper popular understanding can see us 
through this new challenge to our heritage. 

Man’s penetration of outer space is acclaimed a major scientific 
feat. Whether it will contribute more to human peace or to human 
destruction cannot be forecast. But Soviet participation in this field, 
measured against the philosophy and objectives of communism, leads 
to the inescapable conclusion that communism is readying another 
weapon in its arsenal. That it has lifted its eyes to the planets does 

“not mean that it 1s looking to heaven. The 40 years that span its 
active life is one of the most sordid periods in human history. 

Large numbers who live beyond the borders of Communist domina- 
tion seize upon the slightest word or suggestion to comfort themselves 
that communism is not really what it is or, if it was, that it has 
changed. Even among the more sophisticated there is division about 
its purpose or complacency about its strength. Still others regard it 
as a sore on the body politic that will disappear if ignored. The 
greatest danger the world faces is apathy to the fundamental cbjec- 
tives of communism. 

We should not debate whether the United States was thrust into 
the leadership of the free world or acquired it by default. The fact 
is that the burden rests on us. This we have assumed. World 
War II was a global conflict that used our men and resources. But 
how much more global is the war in which we are presently engaged ? 
We have collective defense arrangements with more than 40 nations. 
We extend military assistance to 37 countries. We supply some form 
or forms of economic assistance to almost every country outside the 


1 


= 
7 
i 
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Communist orbit. Every one of the 21 new nations that has achieved 
independence since the end of the war is a recipient of some aid 
from us. 

Clearly we have not taken our role of leadership lightly. It is the 
American Government, that extends the aid with money from Ameri- 
can taxpayers. The United States started its national existence with 
certain natural endowments, But, only. by unremitting toil have we 
built up the resources we now share with others. Sustained gen- 
erosity on our part is often confusing to the foreign recipients. ‘Too 
few grasp the fact that our strength derives not alone from physical 
resources but from moral principles embodied in our Constitution 
and enlarged in our statutes. An intense devotion to the main- 
tenance and growth of human dignity and freedom is the cornerstone 
of our wealth. The material portion of our wealth that we share with 
others is designed to hold these freedoms for us and to enable others 
to increase theirs. 

The Subcommittee on Europe undertook a study mission in Europe 
this fall. It inquired into many specific matters. The underlying 

urpose was to gage the success of our manysided assistance program. 
Gtatistics alone can be a false guide. To say that the per capita in- 
come has increased by a certain number of dollars is no satisfaction 
to the sant still struggling on the same income he had 5 years 
ago. To note that we have sent a certain number of tanks to a 
country is no assurance that. that country’s military posture 

as been strengthened if the tanks have no spare parts or manpower 
to utilize them. Many bits and pieces have to be fitted together to 
give much meaning to our assistance. More important, all levels of 

overnment and society are touched by our assistance. They are not 
in too many instances aware of the source, nor have the great masses 
as extensively benefited as originally intended. Alterations in atti- 
tudes, in patterns of behavior and outlook, and in political conduct 
had to be appraised. These are some of the aspects of our assistance 
that. the committee was obliged to study oy 

At this point it is sufficient to note that the highest qualities of lead- 
ership in each country are necessary to keep the focus sharply on the 
purposes that underlie United States assistance. And, at the inter- 
national level, only the collective efforts of the free world leaders 
can make clear the necessity for resolute decisions, however unpala- 
table they are, that will assure the unity necessary for survival of the 
free world. 


RECOMMENDATIONS 


1. The original economic goals of our foreign aid program in 
\ Europe have in most instances been achieved, The program must now 
~ be reexamined in the light of Europe’s economic recovery. (Page 9.) 

2. Quota restrictions imposed by foreign countries at a time when 
their dollar reserve position was in jeopardy should be progressively 
reduced, and removed in the near future. (Page 13.) 

3. A continuing study must be undertaken by the Committee on 
Foreign Affairs of the impact on the American economy of the inyest- 
ment of U.S. firms in Europe to determine the extent to which new 
markets are being found, the extent to which those firms are looking 
to third markets, and the extent to which the products of such firms 
are produced for export to the United States. (Page 14.) 

4. The Committee on Foreign Affairs should give continued atten- 

tion to the possible impact of the two competitive European trade 
groups (the Common Market and the European Free Trade Associa- 
tion) on our economic, military, and political policies. Our Govern- 
ment should take the initiative in seeking ways to achieve greater 
European unity without prejudice to the economic interests of the 
United States and other free nations. (Page 14.) 

5. The industrialized countries should give high priority to the 
development of long-range plans for the assistance to underdeveloped 
countries. (P 16.) 

6. Our administrators should watch closely the fiscal position of bor- 
rowing countries to determine whether loans repayable in local cur- 
rency can in lieu thereof be repaid in dollars. Where it is determined 
that repayments can safely be made in dollars every effort should be 
made to secure repayment.in that currency. (Page 17.) 

7. A greater participation in aid to the underdeveloped countries 
by the industrialized nations will result in mounting accumulations 
of local currency controlled by these countries. Officials of the United 
States and of these countries, as well as those of international 
agencies, should give careful study to the economic and political 
consequences arising from this concentration of local currencies. 
(Page 19.) 

8. Congress should reexamine the administrative and legislative 
limitations on the use of local currencies by the United States with 
a view to a greater use for programs that Congress has authorized. 
(Page 20.) 

9. The U.S. Government must take the lead in helping American 
industry operating abroad to negotiate with foreign governments con- 
ym the problems created by Russia’s economic offensive. 
( 22.) 

10, The confirmed and intensified Soviet economic drive to surpass 
the free world demands an evaluation as to whether new economic 
opportunities afforded by the nations of the free world are assisting 
the Soviet Union in reaching its objectives. (Page 22.) 
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11. The free world must be kept constantly aware of the funda- 
mentals of Soviet policy. In contrast to the rigidity of Stalin, a 
tension-weary world interprets the extroverted practices and peaceful 

rofessions of Khrushchev as a change of Soviet policy and objectives. 

n the absence of concrete evidence to the contrary, they can only be 
viewed as a new tactic in Soviet policy designed to reduce resistance 
to Soviet plans for world domination. (Page 23.) 

12. The heat generated by a presidential campaign in our country 
may tempt the Communist world to engage in ventures in the belief 
that American preoccupation will result in no decisive action on our 
part. It is hoped that the President, as the chief architect of, and 
spokesman for, our foreign policy, will serve notice, prior to the com- 
mencement of the formal campaign, that domestic political expediency 
will not alter our determination to resist Communist probings, and 
that he will recognize that responsible campaigning requires access to 
relevant information. Continuity requires continuous policy brief- 
ings. This was initiated by President Truman in all departments. 
In 1956 it was continued by President Eisenhower, but this year will 
be more difficult due to the tense international situation and the fact 
that there will be a new Chief Executive. (Page 23.) 

13. Our NATO partners must assume a greater share of the cost of 
the common defense effort. (Page 25.) 

14. Increased attention should be given to a unified system of 
logistics support, spare parts, supply, maintenance of equipment, and 
production capability, by our NATO partners. (Page 26.) 

15. Consultations and periodic meetings on a ministerial level in 
which all of our Western allies will participate as partners in formu- 
lating basic planning, must be had to create a greater unity in effort 
and in understanding. (Page 26.) 

16. Firmness in our demand on the Soviet Union for settlement of 
the $2.6 billion of World War II lend-lease will provide a tangible 
test of the depth of Soviet intentions. (Page 27.) 

17. A single administrator in the Department of State should 
coordinate all phases of our foreign-aid pro s, including military 
and economic loans and grants, Tocal utilization, 
and the di 1 of surplus agricultural commodities. (Page 28.) 

18. The United States ambassador is the chief representative of all 
United States functions in the country to which he is accredited. As 
such all matters pertaining to that country should be submitted to him 
for his recommendations and advice. (Page 29.) 

19. In our building program overseas greater attention should be 
given the comments and suggestions made by our officials resident in 
the country. The buildings should be in harmony with the architec- 
tural traditions of the country. (Page 29.) 

20. United States Information Service operations in certain fields 
of activity should be expanded. (Page 31.) 

21. With the Presidential proclamation making 1960 “Visit the 
United States” year, it is imperative that the executive branch make 
available to overseas missions basic and simplified information that 
will encourage foreign travel in the United States. (Page 32.) 


STUDY MISSION TO EUROPE 
INTRODUCTION 


In September 1959, members of the Subcommittee on Europe of the 
Committee on Foreign Affairs visited Europe in order to make a first- 
hand appraisal of United States policies and programs, including eco- 
nomic, political and social developments. Special emphasis was 
directed toward the effectiveness, administration, and operation of 
our foreign policy and aid programs; the European economic situa- 
tion; the Soviet economic offensive and its implications; the prob- 
lems and prospects of various European agencies for economic and 
men integration with particular reference to the Common Mar- 

et; common efforts for the defense of Western Europe with particu- 
lar reference to the posture of the North Atlantic Treaty Organiza- 
tion (NATO) ; the ability and willingness of the western European 
countries to participate in aid programs to the less-developed coun- 
tries; foreign currency aceumulations; adequacy of U.S, personnel 
and of U.S. physical facilities, both residential and office; and the 
U.S. information program. 

It was unfortunate that the subcommittee could not travel as a unit, 
due to the late adjournment of Congress and to previous commitments 
which members had in their respective districts. The Hon. Edna 
F. Kelly, chairman of the Subcommittee on Europe, coordinated the 
itineraries of the members to provide for a minimum of overlapping. 
Representative Kelly visited England, Ireland, Denmark, France, 
Switzerland, Germany, Italy, and Spain. Hon. Chester E. Merrow 
joined her in France and completed the remaining portion of the trip. 

on. Frank M. Coffin and Hon. Cornelius E. Gallagher visited France, 
Denmark, Germany, Italy, Belgium, and England. Hon, Chester 
Bowles included in his itinerary Italy, Tunisia, Greece, Turkey, Yu 
slavia, Germany, France, an England. on, Alvin M. Bentle 
visited most of the consular districts in Great Britain before : 
ing to Germany, Denmark, and France, Hon. Leonor K. Soltives 
a member of the Committee on Banking and Currency, accompanied 
the study mission. 

Members met with United States officials, with officials of the local 
governments and with private citizens, both. American and foreign, 
who were conversant with the matters with which the study mission 
was concerned. 

The following report briefly covers the general study mission. Of 
necessity it omits much secret information collected. It) presents 
compromise viewpoints and recommendations. There is a separate 
detailed report on the Common Market by Representatives Coffin, 
Gallagher, and Bentley, Representative Bowles has filed a supple- 
mentary statement which is included in the general study mission 
report. The whole study mission investigated all of the vast projects 
but these members concentrated on the special aspects reported on by 
them. Credit is herewith given in each case to the member who 
made the particular contribution. This report may be obtained in 
toto or in separate parts. 
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The study mission recognized the potentiality of President Eisen- 
hower’s “Peace Mission.” We trust that the trip will bear on a fruit- 
ful solution of the global problems facing the free world. The study 
mission realizes that applause does not mean acceptance of policies. 
Therefore, we feel that realistic facts must be told and squarely faced. 
We feel that our way of life and the standards we seek are based upon 
our recognition of the natural rights of man. There is no room for 
compromise here. The recommendations reported, along with others 
as yet unreported due to security reasons, will be brought to the atten- 
tion of the full Committee on Foreign Affairs of the House of Repre- 
sentatives and to other committees with overlapping jurisdiction, 
and, we trust, adopted into law. 


Evrore Topay 


Even the most casual observer can readily sense the air of economic 
activity that envelopes most of Europe. Large-scale housing projects 
dot the cities and suburbs. Industrial establishments are burgeoning. 
Automobile traffic has an appalling similarity to that of the United 
States. Hotels are crowded although the tourist season is officially 
over. Small shops with well-stocked supplies are numerous and 
reasonably busy. Evidently Europe is not suffering from a depres- 
sion or even a recession. These surface manifestations of economic 
vitality are supported by statistical evidence and by political leaders 
who are sensitive to economic trends. 

The statistics used to depict Europe’s overall recovery obscure 
the unequal pace of economic gains. Southern Italy has 2 million 
unemployed. By any reasonable definition it is a depressed area 
despite strenuous efforts by the Government to develop it. Large parts 
of Greece, Turkey, and Spain, as well as pockets in the industrialized 
countries of Britain, France, and Belgium, have not felt any benefits 
from the new burst of activity. In many cases the new-found wealth 
has barely begun to filter down to the workers. 

The gross national product of the six Common Market countries 
(France, Germany, Italy, Belgium, the Netherlands, and Luxem- 
bourg) has about doubled since 1950. Industrial production is some 
40 percent greater than it was in 1953. By contrast United States 
production has increased only 14 percent. Between 1951 and 1957 the 
steel output of the European Coal and Steel Community went up 43 
= Equally important to the continent’s economic advance has 

n the diversification of production, particularly in capital goods. 
U.S. investments in Western Europe in 1950 were $1.7 billion. By 
mid-1959 they had risen to $4.8 billion. This is a clear indication 
that American business finds the political and economic climate fa- 
vorable and promising. Between 1952 and 1959 automobile registra- 
tions have tripled. 

General prosperity has moved most of Europe’s currencies from a 

ition of instability to one of stability. The single most impressive 
Pact in this connection is the convertibility of currencies in intra- 
European trade and a relaxation on capital and tourist expenditures 


STUDY MISSION TO EUROPE 7 


in other countries. The adoption of sound fiscal and budgetary 
policies has diminished the specter of inflation although it is always 
a latent factor. Industry and labor remember the impact of inflation 
and are satisfied with the status quo. They feel that increased pro- 
ductivity will be compensatory. Only recently the Organization for 
European Economic Cooperation (OEEC) has detected signs of 
inflationary pressures in a few countries. As the study mission 
itself observed, the drought of last summer was particularly 
severe in France and food prices have been advancing to the point 
where the Government has had to intervene. It lifted import re- 
strictions on several food products and increased import quotas by 
25 percent for agricultural machinery. The strength of the 
present French Government as well as a ideaide to avoid the disastrous 
consequences of uncontrolled inflation give grounds for hope that 
Government policies will be able to hold the line. 

Tribute must be paid to the people of France and in particular to 
President de Gaulle. He has led the French Government in reforms 
which have rebuilt the country to a position of stability and stature. 
In less than a year he has achieved what most people would have said 
was impossible after the fall of the Fourth Republic. It is to be 
hoped that this revival and revitalization of France will be perma- 
nent and that the nation will take its place humbly within the family. 
of nations working with mutual cooperation for free world survival. 

Much of the currency stability arises from the buildup of gold and 
dollar reserves. The gold reserves and liquid dollar holdings of 
Western European countries in 1949 amounted to $8.4 billion. By 
mid-1959 they had risen to $23.2 billion, whereas U.S. gold holdings 
dropped from $24.5 billion in 1949 to $19.7 billion in mid-1959. 
European exports have kept pace with its improved industrial output. 
United States defense expenditures abroad and its aid to under- 
developed countries have put into circulation large amounts of dollars 
that have found their way into European treasuries. More sig- 
nificantly, these improvements took place despite the disruptive 
impact of the Suez crisis and an American recession. To the study 
mission this indicates the resilience of the European economy and a 
large measure of independence from the United States economy. 


Our Ai Procrams 


The end of World War II found the European victors and van- 
quished barely able to sustain themselves, much less rebuild their 
economies. Only assistance from abroad kept the nations afloat. In 
his address at Harvard University in June 1947, Secretary of State 
George Marshall unfolded the broad outlines of a ere ge and a 
plan to assist these nations. He sketched the philosophy of aid in 
these words: 


Aside from the demoralizing effect on the world at large and the possibilities 
of disturbances arising as a result of the desperation of the people concerned, 
the consequences to the economy of the United States should be apparent to all. 
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It is logical that the United States should do whatever it is able to do to assist 
in the return of normal economic health in the world, without which there can 
be no political stability and no assured peace. Our policy is directed not against 
any country or doctrine but against hunger, poverty, desperation, and chaos. 
Its purpose should be the revival of a working economy in the world so as to 
permit the emergence of political and social conditions in which free institutions 
can exist,* * * 


As for the plan of attack on Europe’s problems Secretary Marshall 


There must be some agreement among the countries of Europe as to the re-— 
quirements of the situation and the part these countries themselves would take 
in order to give proper effect to whatever action might be undertaken by this 
Government * * * It would be neither fitting nor efficacious for this Government 
to undertake to draw up unilaterally a program designed to place Europe on its 
feet economically. This is the business of the Europeans. The initiative, I 
think, must come from Europe * * * The program should be a joint one, agreed 
to by a number, if not all, European nations * * * 

The Europeans acted immediately and decisively. By mid-July 16 
a nations had agreed to the establishment of a Committee 
for European Economic Cooperation, the forerunner of the present 
Organization for European Economic Cooperation (OEEC). By 
September they had outlined a 4-year program for economic recovery. 
Meanwhile, within the United States, complementary efforts were 
underway. In the executive branch several major studies were made, 
Legislative participation at first was limited to consultations with ke 
congressional members. One of these, the late Senator Arthur H. 
Vandenberg, gave considerable attention to the organization of the 
program and successfully urged that a new Federal agency be set up 
in the Government to handle it. In the House of Representatives a 
select committee was created to study the problem of foreign aid. Al- 
though the chairman was the late Representative Charles A. Eaton, 
the vice chairman headed the overseas study groups. He was Repre- 
sentative Christian A. Herter, now the Secretary of State. It was 
this group that spearheaded the program through the Congress. 

The Economic Cooperation Act of 1948 that initiated our aid to 
Europe included in its declaration of policy the statement that— 

* * * The restoration or maintenance in European countries of principles of 
individual liberty, free institutions, and genuine independence rests largely upon 
the establishment of sound economic conditions, stable international economic 
relationships, and the achievement by the countries of Europe of a healthy 
economy independent of extraordinary outside assistance. 

To effectuate this policy material and financial assistance was ex- 
bes sage to them in such a manner as to aid them to become self-reliant 


(1) promoting industrial and agricultural production in the participating , 
countries ; 

(2) furthering the restoration or maintenance of the soundness of Buropean 
currencies, budgets, and finances; and 

(3). facilitating and stimulating the growth of international trade of partici- 
pating countries with one another and with other countries by appropriate meas- 
ures including reduction of barriers which may hamper such trade. 
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In one form or another the observation was made to the study mis- 
sion by our own offieials and by local government officials that the 
Marshall plan had accomplished its purpose. 

Collaboration between the executive and legislative branches and 
between the political parties marked the evolution of the Mutual De- 
fense Assistance Act of 1949. The Vandenberg resolution of 1948 
gave Senate approval to United States entrance into regional military 
alliances. It was the basis for negotiations that culmimated in the 
North Atlantic Pact. So far as the United States: was concerned 
the 1949 act gave substance to the Pact. The original executive plan 
for foreign military assistance was modified by the Committee on 
Foreign Affairs in a manner that has taken on added meaning today. 
In its report to the House the committee stated : 

The idea of the North Atlantic nations working together in a pattern of unity, 
each contributing in the full measure of its capability to the common defense 
and each receiving assistance in the measure of its need, is the pattern of 
policy which this bill presents. This pattern essentially involves a division 
of labor. Each nation must undertake in the common interest the tasks for 
which it is best suited by strategic position and by resources in material and 
manpower * * * 

The technical assistance program of 1950 (popularly called Point 
4) was also the product of bipertaan efforts. Although the general 
plan was unfolded in President Truman’s inaugural address in 1949, 

the implementing legislation was not forthcoming until 1950. In the 
interval hearings were held and informal discussions were carried on 
by interested members of both parties. 

Although broadened geographically and amended in language in 
the years since they were started, these three programs—economic 
assistance, military assistance, and technical assistance—comprise 
the bulk of what we now call the Mutual Security Program. 


Economic Stratus or Evrorge 


The recovery of the continent is a vindication of the soundness of 
the Marshall plan. In the larger global] picture it is a political vic- 
tory and an economic victory for the free world. It conveyed to the 
peoples of the world the humanitarian and moralistic ideals of the 

.American people. This is a success that cannot be explained with 
arithmetical symbols but must be recognized as a fact of life. Cur- 
-rencies have been stabilized, reserves have been built up, convertibility 
is possible, and quota restrictions are on the way out. Taken together 
these accomplishments give ground for a most optimistic view on 
the direction of international trade. 

_. The study mission directed much of its inquiry into the significance 
for the United States of these developments in Europe. The old 
assumptions upon which our aid was—and is—extended to Europe 
must be reexamined. This is imperative. 

_. Through fiscal 1950 our military and economic aid to Western 
Europe amounted to $17.9 billion, From fiscal 1951 through fiscal 
1959 it was $21.2 billion. But in this latter period the economic con- 
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tent of our aid to Europe has consistently diminished except for a 
few persistent problem areas such as West Berlin and Spain. The 
greater portion has been for military assistance. In addition, United 
States expenditures on its own military forces and bases in Western 
Europe are running at about $114 billion a year. These expenditures 
contribute to the balance of payments position of European countries 
but not in equal amounts. Germany, where we have our largest forces, 
is the greatest beneficiary although it enjoys one of the best balance 
of payments positions. “Ttaly now has gold reserves and dollar hold- 
ings amounting to about $2.6 billion. Denmark is economically sound 
in spite of a decline in its shipbuilding industry. Denmark supplies 
Europe with many agricultural products as well as making sizable 
sales to the U.S. Armed Forces stationed in Europe. 

The pace of recovery is not confined to the industrialized nations of 
the continent. In Spain the study mission was encouraged by the 
vigor with which that Government is tackling its economic problems. 
Last July it embarked on a comprehensive economic stabilization pro- 
me) that included its membership in the OEEC, a reform of the 

oreign exchange system, and internal fiscal and trade measures. In 
a move toward increased productivity and trade liberalization, the 
Spanish Government is eliminating price controls and administrative 
allocation procedures for those commodities whose importation will no 
longer be subject to quantitative restrictions. od raw materials, 
and spare parts, comprising about 40 percent of Spain’s imports have 
been removed from licensing provisions. During negotiations leading 
up to Spain’s entry into the SEEC, the OEEC wanted such quotas as 
were retained to give preference to its members. The Spanish Gov- 
ernment refused to accept this position and insisted that the United 
States share in global quotas that Spain retained. 

Another significant step is designed to encourage private investment 
in Spain. Foreign investments were formerly limited to 25 percent 
ownership of a company. This has been increased to 50 percent. 
Another new provision sets up nonpreferential and preferential 
categories of foreign investment. Companies in the former category 
cannot send out more than 6 percent of their earnings while those in 
the latter can remit earnings without limit. Determination of a com- 
pany’s classification will depend upon the contribution that its activi- 
ties will make to the Spanish economy. Details on the operation of 
the new foreign investment program have yet to be worked out. 
Much of the success of the program will depend upon the clarity of 
the administrative arrangements covering this subject. 

Spain is undertaking an extensive oil development program. When 
the study mission was in Madrid, a number of U.S. oil companies as 
well as the Spanish Government oil monopoly had submitted bids to 
carry out exploration and development in Spain and its African de- 
pendencies. The bids had not then been opened. The study mission 
expressed its hope to General Franco that awards would be made 
without discrimination against foreign companies. Such an attitude 
will give increased confidence to private investors in other sectors of 
Spain’s economy that will accelerate the momentum of development. 
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Tue Common MarKET AND THE OuTER SEVEN 


The significance of Europe’s economic rejuvenation lies not so much 
in what has been accomplished as how it has been accomplished. One 
condition of our Marshall plan aid was that the recipients engage in 
“economic cooperation” and “concerted efforts” in dealing with their 
problems. The Organization for European Economic Cooperation 
(OEEC) was the instrument they devised. This instrument has 
been the wellspring of Europe’s economic pleaning. Through its 
technical committees and its boards it has worked for the progres- 
sive liberalization of tariffs and quantitative restrictions. Two sub- 
ordinate bodies have also played an important role. The European 
Payments Union instituted a multilateral system of payments within 
Europe by serving as a clearing house. The European Productivity 
Agency has concerned itself with the improvement of production 
techniques and modernization of equipment. 

The initial success of these economic organs spurred the advocates 
of European unity to explore other approaches that would provide a 
degree of unity to meet the pending threats of the Soviet Union. On 
the military side, the Brussels Treaty of 1948 paved the way for the 
North Atlantic Pact of 1949 which brought the United States into a 
military alliance for collective self-defense. On the political side, 
the Council of Europe, established in 1949, provided a forum at the 
ministerial and at the legislative levels to encourage greater unity be- 
tween its members. 

It was from the Assembly of the Council of Europe that the Euro- 
pean Coal and Steel Community (ECSC) emerged in 1950. Its 6 
members—Belgium, Luxembourg, Netherlands, France, Germany, and 
Italy—set up a supranational authority and a Common Assembly. 
Although the latter had only economic functions, it extended the scope 
of its activities and became the champion of integration. Its efforts 
played a pet in the creation of two new institutions—the European 
Atomic Energy Community (EURATOM) and the European Eco- 
nomic Community (Common Market). After their creation in 1957 
the Common Assembly was superseded by the new European Parlia- 
mentary Assembly which became the parliamentary organ for the 3 
six power communities. 

The philosophy of the Common Market was initiated in 1950. It 
was encouraged by the United States and applauded by the British 
and other Western European nations. It culminated in the Rome 
Treaty of 1957. This treaty has among its principal objectives the 
abolition of all tariffs and import quota restrictions among the six 
members by 1970. At the same time the Six are to adjust their tariffs 
in order to develop a common external tariff aitplicsble to the outside 


world by 1970. Other provisions of the treaty extend well beyond 
an economic customs union and look toward a close integration of 
fiscal and social policies and ultimately a high degree of political 
unity. To accomplish these ambitious objectives the treaty created 
a series of governing institutions. 
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In the long discussions that preceded and followed the Rome treaty 
the other OEEC countries showed interest in joining an association 
that was limited to the creation of a larger free trade area in Europe. 
The British Commonwealth with its resources, traditional ties and 
prime. 9 complexion led many Britons to feel that their interests 
- outside Turdpe were at least as strong as those in Europe and, in 

many cases, even stronger. French political considerations were moti- 
vated by the policy to bind Germany closely to her rather than risk 
a loose Rigropaati grouping with limited commitments on the part of 
its members and in which Germany would undoubtedly be a leader. 

They progressed with their plans throughout 1958 at the same 

time that negotiations with the Common Market nations were con- 
tinuing. By the end of that year it was apparent that there was no 
common ground. Britain, Norway, Denmark, Sweden, Austria and 
Switzerland, joined later by Portugal, carried on informal discussions 
among themselves. As-differences with the Common Market group 
became less capable of solution, the Seven intensified their plans to 
establish an association called the European Free Trade Association 
(EFTA) as a countermeasure. The emphasis in the title falls on the 
word “association” which suggests its more limited objective and the 
absence of elaborate machinery. 

Each bloc has substantial resources. The Common Market, coun- 
tries have a population of 165 million. The EFTA embraces about 
90 million plus the British Commonwealth. The gross national 
product of the Common Market countries in 1958 was $186 billion 
compared to $84 billion for the EFTA. 

In their talks with the members of the study mission, European 
leaders were concerned in various degrees with the effects of this 
division into two blocs. Some felt that there would be severe eco- 
nomic dislocations. Some felt there was a danger of political disunity. 
Others felt that time would facilitate a constructive form of recon- 
ciliation while still others thought that there was a pressing need for 
immediate action. Members of the study mission Re hold differing 
views as to the effects of this division in Europe. 

The division of Europe into two trading ‘lees warrants ‘a tem- 
pered appraisal of the future. Europe’s economic upsurge and the 
division of its principal traders into two groups pose new problems. 
While each bloc is committed to more liberal trade patterns, the 
economic and political policies and attitudes they adopt in pursuit 
of this objective may have serious repercussions for the free world. 
Should the division result in attitudes and policies perpetuating con- 
flict and discord between the two blocs it may be expected that the 
Soviet Union will use such division to its advantage. Deeply rooted 
discords and old traditions should not be allowed to rise again. Our 
concern is reflected in the statement of the official in one country who 
expressed the hope that Spain would not be permitted to enter either 
bloc. When questioned on this statement it was corrected on the basis 
that it was said jokingly. 
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Should the United States exert its influence to bring the Six and 
the Seven together? -This is not an easy question to answer, If the 
two groups pursue independent and mutually exclusive economic 
policies, the effect on European unity can be fatal to the Continent’s 
continued development. 

An encouraging note that European trade policies will continue te 
move in a more liberal direction is the recent reduction of import 
quotas. At the GATT (General Agreement on Tariffs and Trade) 
session in Tokyo this fall our delegation took the position that coun- 
tries emerging from balance of ronents difficulties reduce the use of 
import quotas. The convertibility of the main trading currencies of 
the world removed any balance of payments justification for their con- 
tinuation. Several principal trading countries—the United Kingdom, 
France, West Germany, the Netherlands, Japan, and Sweden—have 
made reductions in this discriminatory practice while others are giv- 
ing careful study with a view to following a similar course. The 
study mission believes this is a significant step toward stimulating 
world trade in general and encouraging, in particular, American 
exports. It urges that the administration press for further reductions 
that will result in the removal of all quota limitations originally im- 
posed because of difficulties in foreign currency holdings. 

One way by which American industry can enjoy the benefits of 
either of these larger European trading areas is to establish itself 
within the borders and become something of an expatriated industry. 
Or what is more likely, American industry will set up European sub- 
sidiaries to meet the demand of that market. Both of these approaches 
have been used by American companies and others are acthvely explor- 
ing the desirability of establishments in Europe. In any event, the 
impact of these movements on the U.S. economy, desirable and un- 
desirable, should be the subject of continuing appraisal. 

Exporters and importers will have to give serious thought to 
their place in the European market. The aim of the six Com- 
mon Market countries is to move toward a common external tariff. 
The Outer Seven, as a measure of self-protection, have joined together 
to reduce their tariffs vis-a-vis each other. Exporters of raw mate- 
rials and agricultural commodities will probably be least affected. 
Tariffs on these items are either nonexistent or inconsequential. But 
segments of American industry may well be hurt as competitive Euro- 
pean industries strengthen themselves behind a protective wall. 

The Department of Commerce has only recently started a study of 
the extent to which the U.S. imports are the products of American 
owned or controlled business enterprises overseas. This is a study 
the results of which will be available in June 1960. It should be kept 
current so that the Congress can readily determine whether domestic 
output is adversely affected by this type of import and what measures, 
if any, should be taken. 

The problems raised by the migration of U.S. capital are not 
limited to a narrow economic range. They encom oar bask foreign 
policy decisions. The attitudes and decisions of foreign govern- 
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ments in matters of foreign trade are interlaced with, and reflected 
in, their | se ae and military determinations. Many sections of the 
Mutual Security Act—under which we conduct major aspects of 
our foreign palicy-isdelloet a concern for the American economy. 
For these reasons the study mission recommends that the Committee 
on Foreign Affairs give continuing study to the impact on the Amer- 
ican economy of investment abroad by United States citizens and 
business firms. 

American exporters will have to do a harder job of selling better 
quality merchandise that is produced more efficiently. One hopeful 
sign, though not too imminent, is that more of Europe’s wealth will 
come into the possession of its consumers. Both of the two trading 
groups are so recent in origin that statistics can give little guidance 
as to their effect on trade. Some small encouragement may be derived 
from the trade figures for the first 6 months of this year. Both im- 
aay and exports within the two groups and between the two groups 
lave risen. 

On the other hand, the following table derived from Department 
of Commerce figures, shows that U.S. trade with the 13 countries 
included in the two blocs is marked by a growth in imports and a 
decline in exports. 


U.S. exports 
{In millions of dollars] 
Annual 
January- | January- 
June 1958 | June 1959 
1956 1957 1958 
OEEC countries, 4, 751.6 5, 305. 8 4,101.8 2, 048, 2 1,837.3 
Common Market countries (6). .____. 2, 895. 3 3, 192.3 2, 427.9 1, 242.0 1, 185. 9 
EFTA countries (7) 2 1, 616.5 1, 756, 0 1, 431.7 671.3 670. 6 
US. imports 
{In mfllions of dollars] 
Annual 
January- | January- 
June 1958 | June 1959 
1856 1957 1958 
OEEC countries, total. 2,748.1 2, 940.1 3, 168. 2 1, 453. 4 2, 069. 0 
Common Market countries (6)... ..... 1, 415.4 1, 54307 1, 673.7 747. 4 1, 120,8 
EFTA countries (7)-.-------.-...---- 1, 216.5 1, 253. 5 1,374.7 631.6 863. 4 


ASsisTANCE TO UNDERDEVELOPED CoUNTRIES 


Another matter which the study mission explored was the prospect’ 
of greater Huropean participation in assistance to the underdeveloped 
countries. An increasing number of Europeans are giving some 
thought to their possible role so that the study mission found a gener- 
ally favorable response. 
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Assistance to underdeveloped countries is not a new field of activity 
for some of the countries although most of their assistance has been 
confined to areas where they have political ties. Britain has been 
an active participant in the Colombo: plan and_ provided 
assistance to the newly independent members of the Commonwealth. 
In its African dependencies it has a number of development pro- 
grams. In the 11 years from 1947 to 1957 French public invest- 
ment in its overseas areas, principally Africa, amounted to $3 bil- 
lion. With the creation of the French Community, it may be expected 
that France will continue to engage in large assistance programs. 
The European Economy Community (Common Market countries) has 
plans for a special overseas investment. fund of $581 million for invest- 
ment in overseas territories over a 5-year period. 

These are encouraging signs. One question is whether the indus- 
trialized nations (this includes Japan) can do more. .'The consensus 
is that they can and should. 

What effect will this have on the United States?, Specifically, will 
it make possible the reduction of our aid? Since aid and trade are 
the two principal foreign exchange sources of many of the underde- 
veloped countries, any alteration in one throws a heavier burden on 
the other. And since the preponderance of exports from the under- 
developed countries is in basic raw materials, any downward turn in 
demand and prices will necessitate greater aid to keep them on an 
even keel. 

Even if their income from trade remains fairly stable, they will stall 
need large injections of aid to carry out their development programs. 
The International Development Association (IDA), an affiliate of 
the International Bank for Reconstruction and Development, is under 
active study. Its function will be the financing of development 
projects.on terms not possible by the Bank. Some of the local cur- 
reneies owned by the United States will be handled through IDA to 
facilitate economic development. 

Although the Common Market countries are anticipating heavy in- 
vestinent In overseas areas, it is too early to consider that such assist- 
ance will be an adequate substitute for the assistance as presently given 
these areas. The effect.of the Common Market:plan will be to preserve 
and even to strengthen links between the overseas territories (par- 
ticularly those of Francs) and the metropolitan areas. These terri- 
tories will become part of the Common Market with its gradually 
diminishing tariffs and thus give them access to large European mar- 
kets. With this encouragement they will undoubtedly step up their 

roduction of basic commodities such as coffee, cocoa, cotton, and to- 

acco, thereby creating additional problems for other less developed 
countries, as in Latin America, that export these to Europe. If the 
Common Market countries give undue preference in their assistance, 
either through their own agency or through an outside institution 
such as the International Development Association, to countries with 
which they have some special bonds, the other underdeveloped coun- 
tries will have to look elsewhere for assistance. 
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Multilateral assistance by the industrialized countries will have to 
assure that the administration of such assistance will only be on a 
basis of need and of capacity to utilize it. The inclusion of other 
considerations such as former colonial associations that would suggest 
a preferential position for some will make the effort self-defeating. 
An adaptation of the Marshall plan philosophy may be helpful. By 
requiring the borrowing nations in a region or area to reach some 
agreement as to their needs and their contributions it may raise the 
focus of their efforts above the narrow national level. 

As other industrialized countries accumulate soft currencies from 
loans to underdeveloped areas, the problem of their usage will be 
compounded. Some of the underdeveloped countries are already 
heavily committed as a result of loans. Additional borrowing, if not 
carried out under rigid ground rules, may jeopardize existing as well 
as future obligations. 

The study mission commends the efforts presently made by Euro- 
pean countries in assistance programs and urges their greater par- 
ticipation. At the same time it must note that the more immediate 
prospect of financial relief resulting from this multilateral approach 
may be offset by more remote but more disturbing problems arising 
from multilateral participation. In making these comments, some 
members of the study mission are not critical of the overall level of 
our aid presently extended to the underdeveloped countries. The 
study mission is interested in stimulating other nations to participate, 
whether as lenders or borrowers, in a way that will produce permanent 
benefits upon all participants. 

The creation of a new lending agency, the International Develop- 
ment Association, is underway. Congress has already approved it. 
This agency will be lending money repayable principally in local 
currencies. The study mission believes that its establishment will 
round out the agencies necessary to carry out development programs 
at all levels and by all methods. 

The accompanying table highlights the existing lending agencies 
in which the United tates participates. 


RepayMent OF LOANS IN DOLLARS 


From the days of the Marshall plan through 1953 loans made pur- 
suant, to the various foreign aid programs were repayable in dollars. 
The principal borrowers were the European countries. Since that 
date local currency has assumed a more prominent place in our lend- 
ing operations. There are several reasons for this. Congress has 

iven increased emphasis to loans in preference to grants. Assistance 
vas shifted to the less-developed countries where dollars are least avail- 
able. The sale of surplus agricultural commodities for local curren- 
cies (Public Law 480 was enacted in 1954) accounted for large ac- 
cumulations of these currencies. One of the principal uses provided 
in the law was the loan of these currencies to the countries buying the 
products for their economic development. Most. of the loan agree- 
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U.S. and U.N. foreign lending sources ' 


Loans 
Agency and date began ! 
operations Purpose Capitalization Source of funds Types of projects 
Cumulative 
fiscal year 1959 authorized 
International Bank for Re- | Loans and guarantees for re- | As of Sept. 15, 1959: Paid-in capital and funds | $703,000,000.......... $4,522,000,000 (June Productive foots sublie 
construction and Develop- construction and economic Aut " raised in private market 30, 1950). and private. | ulk of loans 
ment (IBRD); 1946, development of member}  $21,000,000,000; sub- against guarantee of mem- has made to finance 
guaranteed by member gov- £00 ,000,000, a! percen' govern- Projects under pu aus- 
ment subscriptions.) pices. 
nce 
$16,400,000,000 on. 
call to meet Bank’s 
ternational Finance Cor- Basse yt Acthereed G t subscripti $10,600,000 $21,300,000 (June 30 Productive pri 
In ce uthorized, overnment su ptions. | $10,600,000........... une uctive private enterprise, 
—_ (IFC), affiliate of especially in less developed $100,000,000; sub- ill revolve its funds by 1959). y industry, in less 
RD; 1956. countries, by investment in scribed, $93,700,000 selling its investments to veloped countries. 
association with private ca in U.S. dollars. private persons. 
ital. May not invest 
International Moneta Promote international As of Sept. 15, 1959: Government su of | $152,400,000.......... (June Members have drawing rights, 
Fund (IMF); 1946. = cooperation and 2d Subscribed, which normally 25 percent — x in event of short bn bai- 
foreign exchange-practices. $13,500,000,000 paid in gold, balance in ance of payments difficul- 
Provide short-term finan- of which ber currencies. ties, related to size of their 
cial assistance to help mem- ,000,000 ee but subject 
bers overcome temporary id in gold and to IMF decision in each | 
balance of prob- 900,000,000 paid a 
lems. 
and U.S. and 
Canadian dollars.? 
U.S. E Import Bank | Promote U.S. foreign trade by | Loans and guarantees | Borrowing from U.S. Treas- | $885,200,000.......... $10,238,000,000 (June | Imports of U.S. supplies and | I 
(Ex-Im); * 1934. loans to foreign importers outstanding may ury. 30, 1959). equipment for productive 
of U.S. goods. xceed Purposes. 
$7,000,000,000. 
Us. De t Lean | To provide financing in the } Fiscal year 1958, Appropriated funds........ ---} $604,000,000.......... $836,000,000 (June 30, | Publicor private, which will | 
Fund (DLF); 1957. form of loans and guarantees $300,000,000; fiscal 1959). contribute to economic de- 
to assist long-term economic = 1959, velopment in the borrowing 
growth in less developed ,000,000; country.* 
countries, supplemental. 
$150,000,000; fiscal 
1960, 
International C ation defense Funds appropriated Annual appropriations........| $58,500,000 loaned . . . 000,000 (June economic assistance | ‘ 
Administration oA 4 and s assistance funds for defense support 30, 1959). (Total in keeping with purposes 
to promote political and and other econ cumulative loans, ity. 
economic stability and ful- aid: Fiscal year including those 
fill mutual security objec- 1959, $1,100,000,000; made from prede- 
tives. (Most funds used on fiscal year 1 cessor 
grant basis. $1,100,000,000. 
tural Trade To dispose of U.S. | Since 1954, authorized | Loan funds are an agreed part | $358,400,000..........| $1,766, (June Projects that directly or indi- | ! 
ment and Assistance Act icultural commodities to sell up to of the local currency receipts $0, i > a contribute to eco 
(Public Law 480, title I).* oad and to promote $10,500,000,000 of from the sale in the borrow- development. 
Not (at CCO ing country of U.S. surplus 
passed eby; by selling surpluses . Au y commodities. 
re for local currencies lend extends thr 
back part of the local cur- 
rencies so received for eco- 
nomic development. 
1 The table shows already Log wey by and U.N. foreign lending agencies. In addition, the Charter of the Inter- 4 Export-Import Bank, Cooley amendment (Public Law 480) loans. 
merican Development Bank has signed and is now awaiting legislative approval of the various pectiioating Sec. 104(e) of Public Law 480, entitled Agricultural Trade and Development 
countries. The Charter of the Arab Financial Institute for Economic Development was approved in January 1959. provides that the Export-Import Bank of Washington may receive, for lending 


The International Development Association is under active consideration. 

2 On Sept. 16, 1959, the [MF announced that 40 members, representing 82.77 percent of its quotas as of Jan. 31, 1959, 
have consented to increases in their quotas in the Fund. This development is re‘lected in the statistics given for the 
IMF. The Fund has extended the period within which the rest of its 68-nation me nbership may accent increases in 

31,1930. Some of these countries have already communicated consents to the Fund which will become 


percent of the local currencies paid for purchases in such countries of U.5. agricgi 
commodities are establishe by Public Law 480 agreements entered into bet weeaiy 
of those foreign countries desiring such a program. U.S. firms and ther aTiliaf 
development and trade expansion in the foreign country involved. Private firng 
such loans only to expand markets abroad for U.S. agrieultural products. Such 
borrowed. Interest rates are similar to those charged for comparable loans in 
loans cannot be used to finance the manufacture of products for export to the Unit 
he eoetng emery: be economical! ucts produced in the Unite States, or for the fabrication of commodities to be 
effect on the U.S. economy; and be unable to o financing on reasona U.S. agricultural commodities or products thereof. 


id sources. 
Source: Loan Coordination Branch, Economic Development Division, Office of International Financial and Development Affairs, Department of State. Oct. 21, 1959. 
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i U.N. foreign lending sources ' 


Loans 
‘funds Types of projects Repayment terms 
fiscal year 1959 
and funds | $703,000,000.......... ene ee June Productive jects blic | Interest rate: In 6 range 
wate market }, 1959). ‘ and Fy ~ Fp pending on cost of raising money in 
pow period on prin 
a sth aus p to about 3 Repa: 
rency used by Bank to acquire 
ibscriptions. | $10,600,000........... $21,300,000 (June 30 Productive private en . | Interest rate: 5-7 percent and condi- 
its by hs aan ed industry, in less tional payments dependent on earn- 
to veloped coun ings and option on shares. Terms: 
10-15 years. Repayment: In 
in 3 few instances partly in 
oscri of | $152,400,000.......... oe Cae Members have drawing rights, | Charges: 4 of 1 percent service charge, 
ly percent oe 1959). * in event of short term bal- plus charge of 0-6 percent depend 
l» in ance of payments difficul- on length of time held and am 


drawn relative to quota and gold 
=") Term: 6 months to 3 


years. Repayment: In or con- 
vertible currencies. = 


a U.S. Treas- | $885,200,000........--| $10,238,000,000 (June | Imports of U.S. supplies and | Interest rate: Up to 534 percent. 
30, 1959). equipment for productive Term: Varies up to 20-25 Fe 
purposes. Grace on 
— 
$604,000,000..........] une Public"or Which will | Current interest rate: 334 percent for 
1959). cain contribute to economic de- “overhead” projects; 
velopment in the borrowing range for profitmaking projects. 
coun’ Term: Up to 40 years, Grace per 


tiations........ $58,500,000 loaned . . 
1959). road ears, period 
cumulati ive loans, related to mutual security. on principal: About 4 years. Re- 


including those payment: In do or cur- 
made from prede- rency at the option of the borrower. 
For loans e in dollars but 
able in local currency, the 
nance of value {is applicable. 
an agreed part | $358,400,000.......... Cee om Projects that directly or indi- | Interest rate: On economic’ overhead 
rrency receipts 30, 1959). —, contribute to eco- type of project—cost of money to U.S. 
in the borrow- development. vernment, currently some 4 per- 
if U.S. surplus cent. On ofitmaking 
; local in’ rate. Term: Up to 40 
period on 
up to about 3 years. ps 
z provision up to Apr 
14, 1959. NAC eliminated mainte 
nance of value for future 
on Apr. 14, 1950. 
if the Inter- ‘ Phang A Import Bank, Cooley amendment (Public Law 480) loans. 
peticioating Sec. 104(e) of Public Law 480, entitled Agricultural Trade and Development Assistance Act retonn 1954, oe 
snuary 1959. provides that the Export-Import Bank of Washington may receive, for lending in certain foreign 
i percent of the local currencies paid for = urchases in such countries of U.S. agricultural a re 
Tan. 31, 1959, commodities are established by P Public w 480 agreements entered into between United States and the pm act 
siven for the of those foreign countries desiring such a program. U.S. firms and their affiliates may use these loans for business 
_ increases in development and trade mans in the foreign country involved. Private firms of the foreign country may obtain 
‘will become such loans only to expand markets abroad for U.S. agricultural products. Such loans are nepepeeme in the —— 
borrowed. Interest rates are similar to those charged for comparable loans in the country concerned. 
prospect for loans cannot be used to finance the manufacture of products for export to the United States in competition with = 
pete sound; ucts produced in the United States, or for the fabrication of commodities to abroad in competition with 
other free U.S. agricultural commodities or products thereof. 


‘mational Financial and Development Affairs, Department of State. Oct. 21, 1959. 
48848—60 (Face p. 16) 
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ments signed since 1953 give the borrowing country the option of 
repaying in dollars or, at a sightly higher interest rate, in local cur- 
rency. Few post-1954 loans require repayment in dollars. 

As of June 1959 loan agreements carrying out loan programs 
funded from Mutual Security Act appropriations and under the eco- 
nomic development section of Public tay 480 amounted to more than 
$4.9 billion. The following table summarizes the mutual security 
program and Public Law 480 loans by program and type of repay- 
ment. 

Mutual Security Program loans: 


Repayabdie.in jocal 768, 066, 443. 57 
Development Loan Fund loans: 

Repayable in. local 495, 194, 131. 94 

Public Law 480 loans: j 
Repayable in local currency__._......--......--_----. 1, 613, 009, 478. 28 

‘A 

Total, repayable in local currency_.___._--.-_..--.---_---- 2, 876, 270, 053. 79 
Grdng 907, 642, 668. 49 


To this $2.8 billion of loans repayable in local currencies must be 
added interest that is also payable in local currencies. This caleula- 
tion only takes into account outstanding loans. The revolving process 
of relending these funds as they are paid will only run this figure up. 

The Mutual Security Act authorizes the furnishing of militar 
assistance on a loan basis. As of June 30, 1959, total loans outstand- 
ing or repaid under this authority amounted to $156,132,292. All 
of these are repayable, or have been repaid, in dollars except for $30 
million which France repaid in the franc equivalent. 

The concern of the study mission is that borrowing countries 
whose economy improves to the point where they possess adequate 
dollars may prefer to repay in their own currency rather than in dol- 
lars. Japan is repaying a Public Law 480 loan in dollars and Austria 
is repaying three Public Law 480 loans in dollars. It is the desire 
of the. study mission that the administrators of these loans watch 
carefully the dollar holdings of the borrowing countries with a view 
to requesting repayment in dollars rather than local currency when- 
ever possible. Among the European countries to which the study 
mission has given particular attention it would appear that some 
poridon of the $825 million that..is repayable in local currency can 

repaid in dollars. 
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Loans to European countries as of June 30, 1959, carried out under the Mutual 
Security Program and Public Law 480 (loans for economic development) 


Date of last 
Country Repayable in Repayable in loan agree- 
dollars local currency | ment repay- 
able in dollars 
33, 300, 000. 00 2, 316, 443. 57 1952 
13, 300, 000. 00 14, 686, 000. 00 1959 
Ireland. 1950 
Ttaly......._. 95, 600, 000. 00 81, 200, 000. 00 1952 
GI, G60, 000. 00 |... 1 
thin cath 36, 051, 000. 00 3, 400, 000. 00 1951 
on and 62, 498, 484. 02 241, 045, 000. 00 () 
Turk 85, 006, 686. 10 95, 400, 000. 00 1952 
1, 401, 956, 648. 67 824, 947, 443. 57 


1 Made under Mutual Security Act of 1951. 
2A Development Loan Fund loan of $22,500,000 made in 1959 is repayable in dollars or local currency. 


ACCUMULATION OF LocAL CURRENCIES 


One of the novel and more perplexing byproducts of our postwar 
foreign ‘aid is the accumulation by the United States of local cur- 
rencies. ‘These accumulations arise from the grants or sales of sur- 
plus agricultural commodities and other aid commodities and from 
the repayment of loans. Most of the local currency is owned by the 
United States. The balance, although owned by the other countries, 
is only available for uses to which the United States agrees and is 
thus subject to a large degree of United States control. 

As of October 1959 the. unexpended balances of local currency, (in 
dollar equivalents), from programs funded from Mutual Security 
appropriations and programs carried out by the International Cooper- 
ation. Administration were approximately $1,477 million, Of this 
wnount $920 million were United States owned and $557 million were 
country owned whose use requires United States approval. Other 
U.S. owned local currencies which are held by the Treasury Depart- 
ment and not part of the Mutual Security Program amount to $1.1 
billion. These are principally currencies derived from Public Law 
480 sales and set aside for programs not administered by or identified 
with the Mutual Security Program, 

The major sources of local currency accumulations may be identified 
under the following categories : 

(1) Counterpart—These currencies, which are in the custody of the 
participating government, were generated by ICA dollar. disburse- 
ments for grant aid to such countries, pursuant to section 142 of the 
Mutual Security Act of 1954. They are available for the general 
purposes set forth in applicable bilateral agreements which, when 
reduced to specific projects, are mutually agreed upon by the United 
States and the participating country. 

(2) Section 402, Mutual Security Act, surplus agricultural com- 
modities.—These currencies were generated by ICA dollar disburse- 
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ments for U.S. surplus agricultural commodities. They are available 
for the purposes of the Mutual Security Act of 1954 and the purposes 

£ section 104 of the Agricultural Trade and Development Act (Publie 
Law 480) which are in harmony with the purposes of the Mutual 
Security Act. For the current fiscal year, a minimum of $175 million 
must be used under the provisions of this section. 

(3) Agricultural Trade Development and Assistance Act (Public 
Law 480).—These currencies were generated by Commodity Credit 
Corporation dollar expenditures for U.S. surplus agricultural com- 
modities pursuant to title I of this act. They are allocated to ICA and 
other agencies by the Bureau of the Budget for use for general pur- 
pose categories designated by that Bureau within the scope of section 
104 of the act. 

As indicated above, these accumulations will increase as loans made 
under various aid programs are repaid in local currencies. 

Until 1954 local currency accumulated in rather manageable 
amounts. Since the passage of Public Law 480 in that year, sales of 
our surplus agricultural commodities have produced growing amounts 
of local currencies. All signs point to a continued upward trend as 
these currencies are lent and repaid. In 1958 the Treasury Depart- 
ment projected the local currency situation of the United States as 
follows: 

If all the repayments are reinvested from loans continuing only through 1963, 
the United States will have a claim on the resonrces of other countries in the 
year A.D. 2000 of about $37 billion equivalent. 

If, however, loans do not,\stop in 5 years but continue to be made available 
by the United States in amounts (projected by the Treasury Department) and 
reloaned as they are repaid the.cumulative obligations to the United States 
in the year A.D. 2000 would approximate $15 billion equivalent. 

The underdeveloped countries are the most likely markets for our 
surplus agricultural commodities and the potential borrowers that 
will repay in their own currencies. Thus an increasingly large pro- 

ortion of our local currency holdings will be in soft currencies that 
ave limited use. 

The study mission raises the issue for several reasons. 

First, the use to which we put our local currency holdings may have 
far-reaching foreign. policy implications. If we release them quickly 
or unwisely, we can create inflation that will undermine the fiseal sta- 
bility we are seeking to promote. If we keep them sterile, the local gov- 
ernment may be impeded in its development efforts.. No neat line 
separates these two extremes. It will tax the best talents of our ad- 
ministrators to make sound decisions in, this matter. Each decision 
will require an individual appraisal of current conditions in the coun- 
try. Therefore, while our administrators should adopt some general 
principles to serve as a. guideline, they must be given discretionary 
authority to use their best judgment in making their determination. 
Should other industrialized countries embark upon large-scale assist- 
ance to the underdeveloped countries and acquire local currency in 
ways similar to the United States, the problem will take on another 
dimension of complexity. 

Second, no less important than the speed with which we release local 
currency is the purpose for which we release it. Accumulations of 
local currency whether owned or controlled by the United States will 
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tempt foreign governments, as well as our aid officials, to think of ways 
in which to spend it. In the zeal to put idle money to work projects. 
may be conceived which are at best marginal in their economic con- 
tributions. Or they may be projects for which the local government 
would prefer to use our iesel currency holdings in lieu of using its 
own resources or stimulating the use of the resources of its own 
citizens. Particular attention should be given to the possibility of 
developing regional projects which will contribute to the strenaitn of 
an area and serve as a basis for closer collaboration between neighbor- 
ing countries. 

As the study mission noted earlier, a building boom is underway in 
every country it visited. In some countries where development 
has been slow or spotty the study mission noted the numerous housing 
developments jatunion for the middle and upper classes and a corre- 
spondingly small amount. of low-cost housing construction. The 

nited States has extensive local currency accumulations in these 
countries. Some members of the study mission believe that some of 
this local currency can be released for low-cost. housing construction 
without creating inflationary pressures and at the same time contrib- 
ute to the countries’ development. Such a utilization would be con-’ 
sonant with the objective of our assistance to reach the people. For 
example, the committee was apprised of the fact that at least one 
Spanish company, which has a contract for the construction and 
maintenance of housing projects for the U.S, Air Force in Spain, has 
offered, on terms focmabis to the United States, to accept complete 
payment in pesetas instead of partially in dollars and partially in 


tas. 
Third, legislative restrictions written into the laws or 
into appropriation acts deny the maximum utilization of these cur- 
rencies to support our own operations or for our foreign aid objec- 
tives. In some cases they can only be used in amounts specified in 
appropriation acts. In other cases they must be purchased with 
dollars appropriated for a department or agency or for a specific 
rogram. The study mission noted numerous instances where this 
ocal currency could be used effectively to defray normal field opera- 
tion expenses such as the building of embassies, the construction of 
housing for our personnel or to step up programs basic to our foreign 
policy objectives such as book translation and exchange programs. 
The study mission is not advocating an indiscriminate use of these 
assets. But it is impressed by the potential—and constructive—use 
which could be made of local currencies. Inflation abroad will only 
reduce their value. Public Law 480, the principal source of the 
accumulations, permits a presidential waiver of appropriations restric- 
tions where the currency is used for certain categories of purposes 
specified in that law. This waiver authority has been used on 
several occasions. It would be desirable for the executive branch to 
consider the advisability of recommending the expansion of that 
authority to other sections of the law. To avoid complete loss of con- 
trol by Congress, a ceiling could be written into the law to cover each 
of the various categories for which the waiver authority may be used. 
In considering appropriation bills Congress could explore more fully 
the greater extent to which foreign currencies could be used. A re- 
examination of the maze of legislative restrictions is in order to deter- 
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mine what modifications, if any, are necessary to encourage converting 
these assets into programs that Congress has already approved.. The 
more liberal use of these currencies! would not be an additional charge 
on the taxpayer nor would it add to our national debt. 

The following table shows for the European countries the unex- 
pended balances (as of October 1959) of foreign currencies owned by 
the United States or subject to U.S. approval for their use and that 

are administered by the International Cooperation Administration. 


Participating 
U.S.-owned for- 
Country ' country-owned Total 
eign currencies foreign currencies 
Pia icscccsiedencccceutcuckugcecsdestesen $10, 116, 104. 98 $42, 884, 804. 61 $53, 000, 909. 59 
11, 097, 722. 53 11.00 11, 097, 733. 53 
17, 960, 188, 03 23, 153, 830. 71 41, 114, 018. 74 
8, 743, 689. 61 123, 216, 523. 67 131, 960, 213. 28 
2, 315, 426. 53 2, 315, 426. 53 
37, 260, 089. 23 73, 023, 814. 46 110, 283, 903. 69 
103, 317, 700. 32 13, 664, 955. 55 116, 982, 655. 87 
102, 790, 506. 76 13, 034, 302. 31 115, 824, 809. 07 


In addition to the $627.5 million of unexpended balances of local 
currencies reflected in the above table and which are identified with 
some part of our foreign aid program, the United States also owns 
in these countries an additional $601.3 million of local currencies that 
are still held by Treasury and not yet allocated or sold. As noted in 
the table on page 18, outstanding loan authorizations to the European 
countries repayable in local currency are $824.9 million. Thus, actual 
and potential local currency holdings of the United States in Europe 
amount to $2,053.7 million. 


Sovier OrreNsIvE 
A. Economic 


Europe’s economic recoyery has buoyed its confidence that. it can 
once again resume its role in world trade. Hence Khrushchev’s boast 
of an economic war with the capitalist nations is not taken seriously by 
many. It is even viewed by some as a sporting challenge. The 
exuberance of the challenger generates an appeal more in keeping 
with what many like to believe are universal attributes of human 
conduct. The relaxed atmosphere which has been created is giving 
the Soviet Union the necessary means to achieve the objectives it 
hopes to accomplish, The travels of Deputy Premier Mikoyan are 
one of the more visible aspects of the Soviet trade offensive. 

Most of the European nations have entered into trade relations with 
the Soviet bloc. The study mission was disturbed by some aspects of 
this trade. In return for agricultural products Soviet oil is being 
shipped to Denmark where it is stored in tanks built and owned by 
American oil companies operating in that country. Thus American 
oil is not only displaced by Soviet oil but the Soviets enjoy the ad- 
vantages of us. owned storage facilities and other United States 
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capital equipment, and the Soviet oil, comingled with American oil, is 
distributed under the labels of United States oil companies. An 
Italian company is building a large chemical plant in the Soviet 
Union. It is reported that certain aspects of the Italian space pro- 

are being financed by the Soviets. While these may not be 
in violation of any international arrangements entered into with the 
other free world nations, they can only serve to strengthen the Soviet 
Union. These are but two examples of the new Soviet declaration of 
war on the free world. All governments of the free world must be 
alerted to these practices and constantly reappraise their effect in 
order to counter the Soviet economic offensive. 

No one doubts that the Communist bloc is emerging as a new force 
in world economy. The significance of this cannot easily be discerned 
from an examination of any one loan or barter agreement. In no 
‘Western ayer country does Soviet trade constitute anything more 
than a small fraction of the country’s total trade. But the range of 
commodities is limited to selected items that contribute to the bloc’s 
overall capabilities to wage economic war in other areas. Thus its 
efforts cannot be measured alone in terms of an immediate economic 
gen to any one country but in terms of long-range global objectives. 
Soviet bloc trade expansion with the European countries must be 
recognized as part of its economic offensive in other areas of the 
world, particularly in the underdeveloped countries. These countries 
are becoming increasingly dependent on the Soviet bloc for their 
export markets and for their imports. Latent anticolonial or anti- 
Western sentiments in many of them make Soviet penetration easier. 
Moreover, the Soviet Union can present itself as an example of an un- 
derdeveloped country that has acquired its present eminence through 
adherence to Communist doctrine. These are appealing arguments 
that cannot be minimized by the West. 

Each trade deal with the Soviet bloc countries must be examined 
not alone for its potential military significance but for more distant 
economic and political goals. The study mission recognizes that flexi- 
bility in approach is important in a world of be 5d changing tech- 
nology. At the same time it believes that flexibility should not be 
carried to the point where the immediate gains accruing to any one 
country from trade with the Soviet bloc will jeopardize the strength 
-of the rest of the free world. This is a matter that requires almost 
‘daily evaluation and decisions that transcend strictly economic con- 
‘siderations. If the Communist world can overcome its opponents by 
economic war, it will have gained an easy victory. 

B. Political 

In the political arena the current lack of militancy by the Com- 
munist Party cannot be interpreted as a diminution of its strength. 
‘This is pareeoiarty true in Italy, which has the largest Communist 
Party in Western Europe. It controls or participates in the govern- 


ment of a number of Italian cities, the largest of which is Bologna. 
In the 1958 parliamentary elections the Communist Party and the 
allied Socialist Party polled 36.9 percent of the vote, an increase from 
the 31.9 percent they polled in 1948. The strongest labor union is 
Communist dominated and has a membership of more than 214 mil- 
lion. It is particularly strong in the transportation and communi- 
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cations industries. This is particularly significant im view of Italy’s 
key position in NATO planning and the establishment of missile 
bases in the country. Although there are no Communists in the 
Cabinet, at least one key administrative post is held by an individual 
who has close associations with the Communists. 

Only occasionally did prominent Europeans refer to the funda- 
mental ideological conflict between the Communist and non-Commu- 
nist worlds. The disturbing consistency of Soviet policy that is 
masked behind word labels does not appear to have much influence 
on their judgment. It would be ironic indeed if a Europe that has 
achieved its highest economic levels should succumb to the blandish- 
ments of communism while a Europe that was devastated and ruined 
had rejected it. A generation is coming to maturity that has only the 
dimmest memories of their country’s most bitter days. It knows little 
or nothing of the fundamental objectives of communism. The pleas- 
ant surface manifestations of its current leaders find a favorable 
response among them. ‘This is the danger that the study mission sees. 
There is a clear need for a reinvigoration of anti-Communist teaching 
that will make clear the real nature of communism and its goals. 


PosstsLte MIsrepRESENTATION OF U.S. ScENE 


The relaxed atmosphere that the study mission found and the con- 
tinued strength of Communist followers are not the only cause for 
concern. The United States will be engaged im a presidential cam- 

aign in 1960. Foreign policy issues will be—and should be—debated 

y candidates at all a The impression that. this may convey to 
those unfamiliar with our political habits is that we are divided and 
that resolute decisions will be postponed pending the outcome of the 
campaign. The Soviet bloc, including ry China, may de- 
termine that this is an opportune time to engage in military ventures 
at a minimum risk of response from us. To reduce the ibility of 
a false assessment by the Communists, the President who bears the 
constitutional responsibility for determining foreign policy should 
speak out in no uncertain words before the campaign begins that 
domestic political considerations will not deter us am fulfilling our 
international commitments. 

In order that the transfer of presidential responsibility may be 
accomplished with the least disruption to our foreign policy it would 
be desirable that each of the condidates be kept fully informed of the 
details of our foreign policy. 


Norra Ariantic Treaty OreanizatTion (NATO) 


Another area to be reexamined is the de to which Euro 
can assume a larger share of the common defense burden of the 
West. Any consideration of Europe’s contribution to the cost of its 
defense, in turn, invites inquiry into the future status of NATO. 
The study mission must report that it is of the opinion that NATO 
is weak. Wholesome platitudes about the common defense cannot con- 
ceal deep fissures of uncertainty, and even unconcern, about NATO’s 

osture. 

Tn 1949 twelve nations signed the treaty that created NATO. These 
were the United States, Great Britain, Italy, the Netherlands, France, 


| 
ite 


24 ‘STUDY MISSION TO EUROPE 


Canada, Denmark, Iceland. =. rom Luxembourg, Norway, and Por- 
tugal. The ar of this mi itary alliance ene clean ond simple— 

to protect Western Europe against possible Soviet aggression. As 

Soviet threats against the Middle East mounted, Greece and Turkey 
joined in 1952. The Federal Republic of Germany adhered to the 
treaty in 1955. 

The basic strategic concept of NATO has been described as that of 

“the sword and the shield.” The sword represents those striki 
- forces which give the alliance an ability to retaliate immediately wit 
_ devastating nuclear power in the event of aggression. . The principal 
- components of the sword are the U.S. Strategic Air Command and the 
United Kingdom Bomber Command. The shield represents those 
forces that can resist, hold back, and counterattack enemy forces until 
Allied reprisals have taken effect. They would also protect the bases 
-from which the retaliatory forces would operate. e plan was for 
‘jointly contributed well-equipped land, sea and air elements, stationed 
m —— positions. The agreed goals were considered to be indis- 
nsable. 
cal is the shield that is weakening as a result of changing attitudes. 
There is no single event nor simple explanation that marks this turn. 
Rather it has’been an erosive process abetted by changes in weapon 
technol that is now threatening the entire strategic concept of 
Western European defense. The Soviets are playing up their eco- 
“nomic offensive and their professions of peace and playing down their 
military threats. Many TDaro ns have interpreted this changed 
eee. line to mean that Soviet aggression in the military field 
has somehow evaporated. The Soviets have not reduced their military 
strength. There is conclusive evidence that they have increased it. 

The danger from the present drift in NATO extends beyond Europe. 

From the Black Sea to the Pacific along the boundary that divides the 
Communist from the non-Communist world there are innumerable 
areas where the Communists can stir up ‘trouble. Admittedly these 
‘are beyond the military responsibilities of NATO. But a weakened 
‘NATO offers these countries no inspiration and little hope in standing 
up against Communist pressures. 
~ “Rapid changes in military technology have raised fundamental 
questions regarding the role that NATO is expected to play. The 
only major nuclear powers today are the United States and the Soviet 
‘Union. Many of our leaders have been emphasizing reliance upon 
“nuclear warfare and talking down conventional means. The growin 
disparity between our military strength and that of the other NAT 
members only adds a sense of uncertainty and even futility as to what 
their role is to be. Within the United States we have to make the 
difficult decision how to allocate our resources between the mounting 
requirements for nuclear and missile capabilities and the degree of 
assistance we have to give our allies in the more limited area of 
conventional weapons. 

Mutual deterrence between the two nuclear powers accentuates the 
role of conventional weapons as a means of dealing with probing 
actions or brushfire wars. Nothing would be more helpful in dis- 
pelling some of the existing uncertainty than a renewed understanding 
with. our allies on the continuing importance of the roles of conven- 
tional weapons as well as nuclear weapons. 
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A recognition that conventional weapons have a real place in the 
strategic concepts of NATO should instill in them a willingness to 
increase their defense expenditures. NATO’s purpose is to protect 
Europe’s investment in Durope: If this is Europe’s understanding 
of NATO’s function, then our partners must be willing to assume a 

ater financial responsibility for the fulfillment of this purpose. 

e study mission noted a few hopeful signs toward a greater financial 
responsiveness. Italy has agreed to an increase in defense expendi- 
tures of 4 percent for each of the next 5 years. Belgium has increased 
its military outlay by about 11 percent. ‘Discussions are underway 
with other countries looking toward a greater contribution. 

The following table, prepared for the study mission by the United 
States Mission to NATO, shows that the defense expenditures of the 
NATO countries as a percentage of their gross national product. were 
generally highest in the mid 1950’s. This was a period when Soviet 
military aggression was considered more menacing by the European 
countries. It was also a period when the European nations were only 
emerging from their economic difficulties and could not assume the 
cost of their protection as readily as they can today. 


1958 gross | 1958 defense 
Country 1949 | 1951 | 1953 | 1955 | 1957 | 1958 national expendi- 
product tures 
per capita 
Millions 

25) 35) 50] 38) 35] 36 $1, 231 $367 
26) 90] 7.6] 66] 61 1, 969 1, 793 
2.1 23) 3.7) 36) 35] 338 1,079 143 

6.4) 86/110] 7.6) 8&4 1,070 3, 361 
Germany (Federal Republic) 6.1} 49) 5&0] 3.6 1,015 1, 681 
74) 85) 64) 64] 61/15.9 347 152 
POs wanetheckaitaccaktaietasgcoagns 0 0 0 0 0 0 1, 905 0 
1.0] 17) 32) 36] 22/122 1, 260 9 
4.4 62] 62] 57] 49 858 436 
40; 35) 44] 46) 45] 45 230 86 
67) 58) 5&6) 571 48/144 160 164 
7.0) 90} 11.3] 93) 81] 7.9 1, 232 4, 459 
Unites State 5.7 | 10:9 | 147) 11.1] 11:0] 11.2 2, 546 45, 503 
Total, excluding United States_|_-...-|....._|....--]---.--]----.-]}---.-- 922 13, 784 


1 Gross national product figures estimated in absence of official data. 
Source: USRO, Economic Division. 


Europe’s use of conventional weapons for the common defense is 
not its only contribution. It has the technical skills to make and 
maintain these weapons as well as to provide the spare parts. Instead 
of each country attempting to meet its weapon requirements from its 
own resources, the countries should pool their efforts and develop co- 
ordinated production facilities to supply the participating members. 

Our Government has shown some interest in this program but has 
not. pushed: it as vigorously as it should. During the mutual security 
program hearings last spring members inquired into the status of the 
mutual defense weapons program. Testimony of Defense Depart- 
ment officials was confusing concerning the willingness and ability 
of some of the NATO countries to produce the antiaircraft Hawk and 
Sidewinder missiles. Since then several of the countries have entered 
into joint arrangements to manufacture these items. Six European 
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countries have agreed to buy about $400 million worth of Hawk weap- 
ons from the European producing agency. In the initial stages of pro- 
duction it will probably be necessary for the United States to supply 
basic and specialized machinery. The advantages to the total defense 
effort will more than compensate for this relatively small outlay. 

The announced withdrawal of our forces from the bases we have 
built in Morocco has created disquiet among many Europeans as well 
as our officials responsible for our whole defense posture. The with- 
drawal from our installations over the next 4 years will necessitate a 
redeployment of our strategic air forces stationed there upon which 
much of the strength of “the sword” depends. It will also result in 
the loss of a valuable naval facility. The study mission is concerned 
with the military and political as well as psychological consequences 
of this withdrawal. The “slack” it will produce in our strategic plans 
cannot be filled immediately by reliance on missiles. That program 
has not been moving at an adequate pace. Negotiations for missile 
base sites overseas have not been completed with a number of coun- 
tries. Whatever the reasons may be for the executive decision to 
withdraw, and about which the Committee on Foreign Affairs has not 
been fully informed, there will be a need for a careful restudy by the 
Congress of the role of overseas bases in our total defense program. 

The disunity in NATO cannot be described entirely in terms of the 
United States versus our European partners. Current political and 
economic disagreements between France and Britain and Germany 
and Britain also have their influence. So long as dichotomy of opin- 
ion exists among the partners about their mutual participation 
there will be a reluctance to put more money in the venture. 
Some of the current Anglo-French discord arises from divergent 
views on how to deal with the Russians. Some of it stems from an 
assessment by each of those countries of their role in the new Europe. 
There are those who suspect de Gaulle of seeking to create French 
hegemony on the Continent that would ultimately lead to the creation 
of a third force. Certain steps taken by France confirm this suspicion. 
France has unilaterally reduced its naval commitments to NATO in 
the Mediterranean. It has refused to stockpile atomic weapons in 
France that are under joint control with the United States. Two 
divisions that it has committed to NATO are engaged in Algeria. 
For its part, Britain has reduced its ground forces in Europe. Its 
flexible approach to negotiations with the Soviets and its role in the 
creation of the Outer Seven as against the Common Market of six 
also have NATO implications. 

Our membership in NATO is the single most important tie we have 
with Europe. But our role has changed. Europeans are no longer 
dependent upon us for economic assistance. We must now become 
a leader rather than a commander. In view of the heightened in- 
terest in negotiating with the Soviets this puts us under a heavier 
burden. The first requisite is that we have a clear policy on what 
we want to achieve. Then we must work to formulate with our allies 
a policy that can muster their support. This will take us into many 
issues which we have not settled in our own mind or which seem pe- 
ripheral to what we — as the major problems. The risk we run 
is that we may be inadequately prepared or, in the desire to achieve 


a measure of unity, yield on issues that will only make for greater 
complications in the future. 
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Necgoriations Wiru Tue Sovier UNION 


The unity of the west is imperative not only for its own defense but. 
for the achievement of a common position in preparation for nego- 
tiations with the Soviet Union. The history of our negotiations with 
the Soviet Union should remind us that an agreement with the Soviet 
Union is a document of convenience. The Litvinov agreement of 
1933, as a result of which the United States entered into diplomatic 
relations with the Soviet Union, has been consistently violated by the 
U.S.S.R. Lend-lease assistance of $2.6 billion arising our of American 
support to the Soviet Union in World War II remains unsettled. The 
United States has discussed this matter with the Soviet Government. 
on numerous occasions since 1945 and is about to enter into renewed 
negotiations on lend lease. While that Government has not repudi- 
ated the debt, neither has it shown any disposition to settle it. In 
1953 the Committee on Foreign Affairs compiled a study of World 
War II international agreements and understandings entered into. 
during secret conferences concerning other people. The foreword to. 
that compilation contained this observation : 

* * * The Soviet Union has never admitted any violations of any agreements. 

No instances have been found where the Soviet Union has questioned the validity 
of any agreement or has formally repudiated any of its terms. When violations- 
have been protested, the Soviet has either denied the violation or has at- 
tempted to justify its action by perverted interpretations of the agreement in 
question. * * * 
The study mission makes this point only to remind a hopeful world 
that for more than a quarter of a century the United States and other 
free nations have entered into agreements in good faith with the 
Soviet Union. Had these been carried out by the Soviet Union, many 
of the present tensions that necessitate further negotiations and agree- 
ments would be unnecessary. The study mission recommends that 
before any new agreements are made by our Government with the: 
Soviet Union we insist, as an indication of good faith, on the settle- 
ment of the lend-lease accounts. 


ADMINISTRATION 


The Economic Cooperation Act of 1948 had a sharp focus. It ex- 
tended assistance to Europe, it was to end on June 30, 1952, and it 
provided an organizational framework within which to carry out its 
objectives. Thus it gave a sense of finality and of efficiency. This: 
is in sharp contrast to our subsequent aid programs that have the 
same basic goals but no terminal dates. The only reasonable conclu- 
sion to draw is that the programs will be of tony | duration. Yet no: 
clear pattern of administration or organization has emerged. New 
programs responsive to new challenges have been added, such as the 
military assistance program. Although it is now a part of the Mutual 
Security Program, it still retains a large degree of autonomy. Some 

rograms have taken on a corporate character like the Development 
Pane Fund. This takes them out of the mainstream of bureaucracy. 
Technical assistance is a fusion and refinement of older programs. 
Bits and pieces of diverse programs—for example, the refugee and 
migrants program—have been tucked into the mutual security pro- 
gram to give them an administrative home. 
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The total content of our foreign aid is not concentrated in the 
ackage called the Mutual Security Program. The vy teeny ort 
ank, like the Development Loan Fund, operates in the forei eld. 
Some degree of coordination is achieved by interlocking directors. 
Through interagency agreements the International Cooperation Ad- 
ministration draws upon Government departments such as Agricul- 
ture and Commerce to meet some of its overseas personnel require- 
ments and to provide supporting services at home. State, Interna- 
tional Cooperation Administration, United States Information 
Agency, Defense, Health, Education, and Welfare, the Atomic Energy 
Commission and the National Science Foundation, administer ex- 
change programs, Each of these is carried out under different laws. 
The disposal of our agricultural surplus commodities through sale 
abroad for local currencies and, in turn, the use of these currencies 
for various programs within the purchasing country, requires action 
by Agriculture, State, International Cooperation Administration, 
xport-Import Bank, and Defense. 

Administrators of the Mutual Security Program have had a difficult 
time finding their level in the bureaucratic hierarchy. The adminis- 
trator of the Marshall plan had a status comparable to that of a cab- 
inet officer. By 1955 the successor agency (ICA) was buried as a 
semiautonomous agency within the State Department. In 1957, a 
Deputy Under Secretary of State (now an Under Secretary) was 

iven the task of coordinating the agency with the Department of 

tate of which it was a part. While the agency has been moving up 
and down, administrators have been moving in and out. In 9 years 
the Mutual Security Program has been headed by five men. Differ- 
ent personalities, interests, and philosophies have contributed little 
stability to the program. 

The President is the chief administrator. He is the spokesman on 
foreign affairs. The authority for carrying out the various sections 
of the mutual security program are conferred by statute on the Presi- 
dent. The authorization of money is made to the President. Dele- 
gation of authority to subordinates is the only way in which he can 
discharge his responsibilities effectively. The immediate consequence 
is to fragment authority and responsibility. Foreign aid programs 
operating outside the organization of the Mutual Security Program 
are often peripheral activities of a department or agency whose prin- ' 
cipal concern is with domestic matters. 

decision making process'starts well down the line. As it moves 
up, it is subject to the uncertainties of conflicting ideas. In order to 
achieve a degree of unanimity the end product frequently winds up 
as a watered down version. There is another problem—to weigh the 


rere effects of one aspect of our foreign policy against another. 
igh level agencies lay down broad policy directives but this is no 
assurance the implementing decisions will all move forward with a 
maximum impact. 

) The study mission is not blueprinting a reorganization of our over- 
seas operations. But it is concerned with the diffusion of authority at 
home and abroad. On the domestic side there is a pressing need for 
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more: concentrated authority over the multiple programs that make 
up the sum total of our foreign activities. There is a need to explore 
fully the possible savings in transportation costs of shipping our aid 
supplies that could be effected through greater coordination. Too 
little attention has been given to bringing other programs that have 
foreign | sa implications under more unified direction and control. 
This dispersal of authority at home is reflected in the field. A new 
bureaucratic species has been spawned—the hydra-hatted individual. 
The man who wears two hats is more important than the man who 
wears one hat. He moves through two chains of command and has 
two channels of responsibility. In a world of multiple commands the 
ambassador is sometimes the forgotten man. The study mission is 
insistent that the ambassador be recognized at all times by personnel 
of all agencies within the country to which he is accredited that he is 
the chief representative of our Government and that all representa- 
tives keep him fully informed of their activities and that he attach his 
own comments to their recommendations. Certain members of the 
study mission felt that one result of this diffusion is that it is often 
difficult to determine what our policy is toward any one country. 


Foreign Service 


During the last session of Congress the Subcommittee on State De- 
partment Organization and Foreign Operations, under the chairman- 
ship of Hon. Wayne L. Hays, held extensive hearings on our overseas 
buildings program. Three of the members of that subcommittee were 
also members of the study mission to Europe and they took the oppor- 
tunity to inquire into the building program in the countries they 
visited. Their purpose was to gain firsthand information on prob- 
lems pertaining to the adequacy of housing and office facilities for 
ane civilian personnel overseas. The following items represent their 

ndin 

Dublin.—The United States owns a site for a new chancery building 
in Dublin, situated in a very desirable part of the city that is easily 
accessible by public transportation. The particular plot is triangular 
in shape which presents certain difficulties in creating a satisfactory 
architectural plan for the building. Last spring when the Subcom- 
mittee on State Department Organization abt Foreign Operations was 
considering the buildings program of the State Department it was 
shown a sketch of the proposed building which it rejected as un- 
acceptable. The study mission, when it was in Dublin, learned that 
at least one previous plan of a different design had been prepared. 
This earlier plan, regardless of its merit, has never been submitted to 
the subcommittee. The study mission regards this as the withholding 
of important information from a congressional committee. 

London.—A new and impressive Sins building is nearing com- 


pletion in London. The present plan calls for a sprawling replica of 
an eagle to be mounted over the facade of the building. Our Am- 
bassador and other U.S. officials have protested this decoration. The 
study mission concurs in their objections. The Department of State 
still plans to have this figure erected. 
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Paris.—Shortly after the conclusion of the second war, the United 
Statés bought with local currency the Rothschild property for the 
equivalent of $1,900,000. This property is located in one of the most 
desirable neighborhoods in Paris. e residence of the French Presi- 
dent and the British Embassy are situated in the same block. The 
building has adequate and attractive grounds and is convenient to our 
chancery on foot. It was intended at the time that the building be 

“converted into a residence for our Ambassador. The present ihin- 
bassy residence is located some distance from the chancery and requires 
weaving through heavy traffic. The neighborhood in which it is 
located is gradually changing in character. The location is at a 
noisy intersection and there are practically no grounds around the 
present structure. 

‘The Rothschild property has been converted into offices to accom- 
modate a number of our Government activities. There has been 
some discussion at high level whether the original plan of making this 
the Ambassador’s residence should be carried out or whether we can 
secure permission from the French authorities to erect an office build- 
ing on the property. After making several inspection tours of the 
building, it is the study mission’s opinion that this valuable piece of 
—— should be converted into a residence for the Ambassador. 

When the study mission was in Paris there were no firm estimates 
as to the cost of conversion. They ranged from $600,000 to well over 
a million dollars. Subsequent to the study mission’s visit to Paris an 
architect was to visit. the property and make a complete and thorough 
survey as to what the costs of conversion would be. This will be 
the first firm estimate of what the cost to our Government may be. 
Should the decision be made to convert this into a residence it would 
necessitate additional office space which could be acquired by 
adding to our present buildings, again subject to the approval of the 
French authorities, or renting edaistiohih office space at a very high 
rental in the heart of Paris. 

Geneva.—The United States owns no residences or office property 
in Geneva, The city is enjoying a heavy influx of business companies 
that are establishing their European headquarters there. The result 
is a heavy pressure on rental property and consequently an inflation- 
ary trend in rents. The offices of the U.S. consulate general are 
already inadequate. U.S. personnel are having corresponding diffi- 
culties financing the rents that are asked for even modest quarters. 
In House Report. 620, the conference report on the Department of 
‘State Appropriations, fiscal year 1960, it is stated that— 

The conferees are in complete accord that no additional funds are allowed for 
the rental of a residence for the principal officer, his official residence expenses, 
or additional quarters allowance at Geneva. 

Since the Consul General has no private income he has had to give up 
the house he rented and move to a small apartment. 

The study mission believes that this parsimonious treatment is not 
in the best interest of our Government... Geneva is the scene of many 
international conferences and there is a pressing need for adequate 
quarters, both residential and office. The study mission, further rec- 
ommends that immediate consideration be given to acquisition of 
property with the view to building permanent office and residential 
quarters for our consulate general. 
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Unirep States Inrormation AGENCY (USTA) 


_ The study mission checkéd on USTA programs in each of the posts 
it visited and offers these observations. 

t. Our information operations in England are too extensive. There 

is not the pressing communications problem in getting across our pro- 
grams in that country that exists elsewhere. ‘The $750,000 we spend 
there could be used more effectively in other countries. 

' 2. One of the most successful activities in Europe is the Amerika 
Haus program in Germany. In each of 16 major German cities a 
building called Amerika Haus is used as a cultural center to hold 
exhibits, show movies, give concerts and otherwise acquaint the Ger- 
mans with the diversity and richness of our cultural life. ‘This pro- 
gram has proven so popular that when lack of funds forced the clos- 
ing of one of the houses, local authorities and citizens arranged for 

_ adequate quarters to permit the continuation of the program. Much 
of the success depends upon the ability and initiative of the individual 
American assigned to run the centers. The level of competence of 
these men has been generally high. The study mission behave that 
compereuie houses should be established in every country, inviting 
local support wherever possible. 

_ 8. USIA officers put a high priority value on the exchange pro- 
sions The operation of the programs is hampered by numerous 

ureaucratic hurdles that result. in long delays between the time the 
individual applies and the time of his arrival in the United States. 
As indicated elsewhere. in the report, exchange programs are run by 
different agencies, each with its own administrative regulations. There 
is a pressing need for greater centralization of operations among our 
agencies and a reduction in red tape. In some countries individuals 
are chosen as exchangees without prior consultation between our per- 
sonnel in the capital city and officers in the regional offices. The 
study mission recommends that the latter be kept fully informed of 
prey cave exchangees and that their advice be sought on the 
applicant. 

a fter the exchangee has returned to his country, our interest in him 
should not end. He should be invited to give his frank comments 
on all phases of his experiences. This will do more to point up areas 
of weakness and deficiency than administrative planning. The spon- 
soring agency should also retain an interest in him to determine how 
his study in the United States is reflected in his work and in his atti- 
tudes toward the United States in his own country. 

4. The study mission recommends that broadcasts to the peoples 
of the Soviet Union be conducted in the principal local language of 
the inhabitants rather than in Russian. In this way there will be con- 
veyed to these minority groups an understanding that the United 
States has not written them off. 

5. The study mission found our libraries generally well stocked. 
There was a notable absence of history books covering events of the 
last 20 years and a particular deficiency in books that explained the 
role of the United States in World War II and the post war period. 
This is a period that is fresh in the minds of the readers. The absence 
of reading material in our own libraries dealing with the United States 


= 


32 STUDY MISSION TO EUROPE 


can only make readers doubtful that our world role is as important 
as we claim. 

The translation of books is moving too slowly. It must be recog- 
nized that many readers have, at best, only a limited knowl of 
English. To reach them it is necessary to provide translations. al 
translators and local printing firms could be used. The study mis- 
sion believes that this is an activity for which more of our local 
currency holdings could profitably be used. 

6. The study mission was favorably impressed by the community 
relations program carried out by our armed services. They have 
engaged in a variety of people-to-people programs that have de- 
veloped an understanding and a sympathetic approach among local 
citizens, many of them living in small cities and towns. 


TourIsM IN THE UNITED Srates 


The foreigner who wants to visit the United States faces greater 
problems in arranging his travel plans than the American who plans 
a trip abroad, What should he see, how should he travel, where can he 
stay? Almost all the European governments and many non-European 
governments have established travel information services or have some 
official in the embassy and consulates who can provide the prospective 
American tourist with a wide array of literature and can answer 
queries. 

Our Government has no comparable errenigemnent to assist the pros- 
pective visitor to the United States. Most frequently such inquiries 
are addressed to our USIS officers. Their ability to supply basic in- 
formation depends upon their personal knowledge, Because our 
transportation and hotel facilities are privately operated, they are 
reluctant as Government employees to make any recommendations. 
They do not have the materials available, such as timetables, road- 
maps, lists of hotels, points of interest, and other information that 
would encourage tourists to travel widely in the United States. 

The President has proclaimed 1960 “Visit the United States” year. 
This: is commendable but not sufficient. A single agency ahowtd be 
given responsibility to prepare simple and clear information which 


will facilitate travel by foreigners in the United States. This material 
can be made available through our USIS offices as well as in our em- 
bassies and consulates. Within each of these offices an individual 
should be designated to handle travel inquiries. 


CONCLUSIONS 


Whether the enthusiastic reception given to President Eisenhower 
on his recent trip abroad was a personal tribute or an expression of 
goodwill toward the United States is unimportant... The significant 

oint is that it reflected the spontaneous ing @ of average citizens 


in every country. The message of peace t 
the hopes that he stimulated cannot be ignored by leaders of all govern- 
ments, But expressions of goodwill are not a substitute for policy 


decisions, ‘They provide the necessary underpinning upon which to. 
build constructive policies. The burden is now on the President to. 
climax his successful goodwill tour with policies and actions that will 


continue the momentum the trip itself generated. 


The tour came at an opportune time. Much of our policy during 


the decade of the 1950’s was conceived on a “crash” basis in response to 
crises abroad. These improvised policies have had a way of becom- 
ing permanent long after the immediate crisis has receded or taken 
new forms. We face the next decade with the experience of many 
trials and errors behind us and with a clearer delineation.of what has 
to be done in the international field. 

When the study mission started its visit to Europe, details of the 
President’s itinerary had not been announced. By coincidence he 
included in his visit some of the same countries that. members of the 
study mission had previously visited, Through its meetings with 
our Officials and local officials the study mission derived a body of 
information and a variety of ideas on many aspects of our foreign 
policy. The questions raised by the study mission alerted our people 
to the issues that are bothering Congress and the American people. 
These were undoubtedly communicated to the President so that he 
might explore some of these matters with leaders of other govern- 
ments. Thus the study mission may have served the function of a 
catalytic agent. 

The study mission is impressed by the need to project our policies 
for some ely ahead. This is the only way we can give some assur- 
ance to those abroad whose support we seek and need. At home 
such a eee will require greater cooperation between the execu- 
tive and legislative branches and between the members of both parties. 
Consultation has lagged at many points in recent years. Congres- 
sional committees have not been kept abreast of important develop- 
ments in Morocco, in Iceland, the problem of American oil companies 
in Denmark, and plans for mutual weapons production of items like 
the Hawk and the Sidewinder. The annual review of the mutual 
security program has shown that Congress is interested in these and 
all phases of our foreign relations. But the executive branch has 
not ys Congress informed of developments in these matters nor 
has it brought to the attention of Congress many issues that have 
developed in the interval between formal hearings. 
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The study mission offers these observations based upon its recent: 
visit to Europe. 

1. Our own economy must remain strong and virile. Domestic poli- 
cies must be devised that will permit a continuing growth of our eco- 
nomic base. 

2. Competition from abroad must be regarded as a normal conse- 
— of healthy economies in other parts of the world. We have 
shown the capacity to,meet that challenge in the past. We must.be 
able to meet it in the future. 

3. Many of the improvised policies of the last decade must be re- 
considered in the light of the advances of the western European nations. 
and of the new Soviet tactics. 

4. The immediate problem facing the nations in the North Atlantic 
Treaty community is to develop agreement among themselves on the 
policies to be advanced in the forthcoming summit meetings. Nothing 
would be more gratifying to the Soviet Union than to deal with coun- 
tries that are allied in name but not in policy. 

5. The long range problem for the western world is to counter the 
Soviet offensive in its penetration of the countries. 
These nations may not necessarily be won over to the West but it is 
clear that without any adequate encouragement from the West they 
will be lost. The approach should not be one of humanitarianism or 
condescension. It should be one of partnership in which each group 
stands to gain political and economic advantages. 

6. The fact that the Soviets are giving less publicity to their mili- 
tary might does not mean that the Soviet military menace has di- 
minished. Evidence gathered by the study mission indicates that it is. 
more formidable than ever. 

It is not the function of Congress to detail the course of our foreign 
policy. But it is the responsibility of Congress and its committees to 
point up deficiencies and to make recommendations based upon its 
own appraisal. This the study mission has done. It has highlighted 
some policies that it believes should be reexamined, new issues that re- 
quire executive and legislative determination, and areas of adminis- 
trative and legislative weakness that should be strengthened. 
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SUPPLEMENTARY STATEMENT 
(By Chester Bowles) 


While signing the study mission’s report, and while approving it 
in general, I wish to add this overall statement of my own. A 
lengthy briefings and extensive conversations in seven European capi- 
tals, I have come to the conclusion that Europe is unmistakably enter- 
ing a new era of change. At the moment I am equally convinced 
that the United States is not assuming anything like the role of effec- 
tive leadership which is required of us if this new era is to be a fruit- 
ful one for ourselves and for other free nations. 

Indeed I am deeply worried over the ironic image which America 
is so often presenting to the world at the beginning of this fateful 
decade of the 1960’s: I mean our national] timidity in the face of all 
our past achievement, our national hesitation in the face of all our 
latent po reat our national self doubts in the face of all the unfold- 
ing possibilities ahead of us. 

i e are the one Nation on earth which has solved its food production 
— and now we are frightened over our food abundance. We 

nave proved our capacity to out-produce all other Nations industrially, 
but we are terrified over the implications of further labor saving 
machinery at home and over Soviet scientific achievements abroad. 

For is hovel or more we have been steadily striving to help other 
free nations develop their economies, and now that they are beginning 
to do so, we are apprehensive over that very fact. Despite our recent 
relative lag in economic growth, we have a gross national product of 
nearly $500 billion a year. Yet we are so fretful over our new balance 
of payments problem that we are susceptible to arguments for restric- 
tive policies in trade and aid. Instead of welcoming the massive 
economic competition with which the U.S.S.R. now threatens us, and 
for which by history and nature we should be highly equipped, we 
sound tired and pessimistic in advance of the struggle. 

I am convinced that historians of the future will look back in 
amazement at these ironies in American policy in mid-century. I 
also hope and believe that the same historians will be able to say that 
around the year 1960 we Americans began to catch hold of ourselves 
once more, began to grasp the full dimensions of the evolving chal- 
lenge facing us, and began to meet it with all the sensitivity, inventive- 
ness, and perservance of which we are capable. 
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